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1                  THE HEARING OFFICER:  Good morning,
2      everyone.  This is the time set aside for the
3      public to have opportunity to comment on the
4      proposed affiliation between Blue Cross Blue
5      Shield of Delaware and Highmark Inc.  That is
6      Docket No. 1509-10.
7                  I guess the first question I would
8      have, I have had three people who have signed the
9      sign-up sheet which we're asking people who want

10      to speak to sign so I can call you in this order.
11                  Is there anyone who hasn't signed
12      this?  There's someone.  Two people.
13                  Thank you.  My name is
14      Battle Robinson, and I was appointed by the
15      Insurance Commissioner to be the Hearing Officer
16      in this matter.  We have had a year, it's been a
17      year, a year today, I think, that the proposed
18      affiliation papers were filed with the Department
19      of Insurance, and we have had a year of
20      discussions and building up an extensive record,
21      documentary record.  The documents have all been
22      admitted as part of the record in the case, and
23      the docket entries are also listed in the case,
24      and they are available to you on the Department's
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1      website.  And I have directed that you may have
2      an additional week, because of the extensive
3      nature of the record, to review those documents
4      and get any additional written comments in to me
5      by the 14th of October.  We will take oral
6      statements today, but you have an additional week
7      in which you can make final additional written
8      comments.
9                  Obviously my job is to make certain

10      that there is a complete record to give to the
11      Insurance Commissioner, and I have also been
12      charged with reviewing all of these documents and
13      making findings and recommendations to the
14      Commissioner, which I will be doing following the
15      close the record and the receipt of some final
16      documents from the parties in the case.
17                  Let me just state that we have in the
18      room today the attorneys for Highmark, Blue Cross
19      Blue Shield, the Department of Insurance, and the
20      Department of Justice.  We also have
21      representatives, Ms. Hanlon and Mr. Gebhard, who
22      are here from Highmark, and Mr. Fad and Mr. Kirk
23      are both here for Blue Cross Blue Shield of
24      Delaware.  And if the attorneys get involved, I
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1      will ask you to introduce yourselves at that
2      point to the members of the public.
3                  Let me just say that the
4      Commissioner's order has indicated that my job is
5      to keep your comments within the scope of this
6      hearing and for you not to depart from that
7      directive into other healthcare matters that may
8      be of interest to you.  And the scope of the
9      hearing has to do with the structure and the

10      affiliation between Blue Cross and Highmark and
11      whether that serves the interests of the
12      insurance-buying public and the public interest
13      in Delaware.
14                  The record is available online and it
15      is also available in the offices of the Insurance
16      Commissioner in both Wilmington and Dover.  So
17      you may go there.
18                  I think at this point if anyone has
19      any questions.  If not, we will begin taking the
20      public testimony, and the first person we have
21      signed up is Mr. Lafferty from the Mental Health
22      Association of Delaware.
23                  Would you step forward, please, and
24      take a seat?
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1                  MR. LAFFERTY:  Thank you.  I will
2      take one if I can get -- there we go.
3                  Good morning, Your Honor.
4                  THE HEARING OFFICER:  Good morning.
5                  MR. LAFFERTY:  Good morning,
6      everyone.  My name is Jim Lafferty, and I'm the
7      executive director of the Mental Health
8      Association in Delaware.
9                  I'm here this morning to talk to you

10      about Blue Cross Blue Shield's involvement in the
11      community, specifically how they have helped the
12      Mental Health Association.
13                  We at MHA, like most nonprofit
14      organizations, have an annual fund-raiser.  Ours
15      is called Erasing the Blues, which is a walk/run,
16      5K, 10K walk/run.  The income from this event is
17      extremely important to us, and the money we
18      receive goes to support our programs.  Each year
19      we try to secure sponsors for our race.  Blue
20      Cross Blue Shield has consistently over the last
21      six years been one of our sponsors.
22                  I do want to clarify, though, that
23      Erasing the Blues is referring to depression, not
24      Blue Cross Blue Shield.  I was waiting for
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1      Bill Kirk...
2                  At any rate, despite the name of the
3      race, they have continued to support it, and
4      we're very grateful for that help.
5                  Also, the Mental Health Association
6      sponsors peer support groups for folks recovering
7      from depression or bipolar disorder and anxiety
8      disorder or for folks who have lost a loved one
9      to suicide.

10                  For a number of years I have wanted
11      to expand our groups further into Kent and Sussex
12      County.  It's been very difficult because of the
13      lack of funding to do so.  But now due to a very
14      generous grant from Blue Cross Blue Shield, we
15      are able to do exactly that.  And again, we're
16      very grateful for the help.  Finding funds to
17      support these types of groups has been difficult
18      despite their proven value in reducing
19      hospitalizations, supporting people during the
20      process of treatment and recovery, and
21      encouraging people to continue to receive
22      professional mental health treatment.
23                  There is another area of community
24      involvement that I'd like to tell you about that
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1      doesn't directly involve the Mental Health
2      Association, but I think it is very important to
3      the State of Delaware, particularly Sussex
4      County.
5                  I have been involved in working with
6      several organizations to improve access to
7      professional mental health services in Kent and
8      Sussex counties.  In particular, trying to find
9      ways to provide improved access to child

10      psychiatrists.
11                  Between the two counties, by the way,
12      I think I can count on one hand, and maybe one
13      finger, the number of child psychiatrists that
14      are available.
15                  I might tell you, too, and this is
16      not in my written, in the State of Delaware, we
17      looked at Sussex County and looked at the
18      population and developed a ratio of population to
19      psychiatrists.  The ratio is 22,000 to one.  We
20      looked at New Castle County and we looked at Kent
21      County.  The ratio is more in the 6,000 or 5,000
22      some odd number to one.  So it's a little bit
23      more manageable.  The real need in Sussex.
24                  Since there are only a few available
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1      and it's very difficult for pediatricians to
2      refer their patients to a psychiatrist for
3      treatment, Blue Cross has been assisting by
4      funding a child psychiatrist, Mark Poore, who's
5      located here in Kent County, an excellent doctor,
6      who is developing a methodology that will allow
7      pediatricians to consult directly with a
8      psychiatrist remotely.  So they will be able to
9      send records, medical records about the child to

10      a local psychiatrist who will review the records
11      and then they have a consultation and they do it
12      over the phone.  I think it's going to be very
13      effective.  And it's going to help fill the gap
14      in terms of psychiatry.
15                  Again, if it were not for Blue Cross
16      funding that one doctor, nobody would be able to
17      do this.  He also has his own practice and is
18      booked, but is working to try to improve access
19      to child psychiatry.
20                  We're very happy, I'm very happy to
21      be here today and I want to thank you very much
22      for the time you have given me to speak to you.
23                  THE HEARING OFFICER:  Thank you,
24      Mr. Lafferty.
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1                  MR. LAFFERTY:  You're very welcome.
2      Thank you.
3                  THE HEARING OFFICER:  We appreciate
4      your comments and they will be placed in the
5      record.
6                  I should have said earlier that we
7      received a number of written comments also from
8      members of the public and they are also made part
9      of the record in this case and will be reviewed

10      by me.  Some I have reviewed and some have just
11      been coming in in the last few days, so I haven't
12      had a chance to review them, but I will do that.
13                  Joanne Hasse.
14                  MS. HASSE:  Good morning, everyone.
15      I did not intend to speak when I heard about the
16      public comment period, but after attending
17      yesterday afternoon, I decided that I did have a
18      few things that I would like to say.
19                  A long time ago I was a nurse.  More
20      recently for the past 20 years I have covered
21      healthcare issues for the League of Women Voters
22      of Delaware.  I also have served a number of
23      healthcare-related boards and commissions in
24      Delaware.  I don't have any association with Blue
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1      Cross on a medical thing.
2                  I'm on Medicare and so my comments
3      are offered as a private citizen, but they're
4      public policy comments rather than as it would
5      affect my adult care insurance.
6                  I know you don't have any control of
7      what's reported in the newspapers, but I believe
8      that it would be in the public interest if people
9      could understand that Blue Cross doesn't just

10      want to upgrade their IT systems, but they need
11      to upgrade their IT systems in order to meet
12      standards that are set by the federal government.
13                  And as a former board member of the
14      Delaware Health Information Network, I am
15      completely in support of upgrading those
16      standards.
17                  But the newspaper reads as if Blue
18      Cross just wants to do it like you would go out
19      and buy a new computer because you want to have a
20      new computer.  I think that is in error.  I think
21      the public needs to understand.  So I hope the
22      report that comes out of these hearings would
23      reflect that.
24                  I was a little -- a little
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1      background.  I was the chair of the League of
2      Women Voters healthcare committee for many years,
3      and because of this, I was -- the league was the
4      lead organization in the formation of the
5      coalition that develops in 2001 in an effort to
6      codify the Attorney General's Office commonly law
7      powers in regard to conversion of not-for-profit
8      healthcare entities to for-profit groups.
9                  So our effort, it took over my life

10      for three years.  And the effort was always
11      directed at not-for-profit being converted to
12      for-profit.  That was always the effort through
13      the education process that we did and recruiting
14      groups which eventually became a 26 organizations
15      in this coalition.  So we never discussed
16      not-for-profit to a for-profit.  That was never
17      part of the discussion.
18                  When I first read about the proposal
19      to have an affiliation between these two
20      organizations, the first thing I did was Google
21      Highmark to see whether they were for-profit or
22      not-for-profit.  When I discovered they were
23      not-for-profit, I thought, okay, the conversion
24      law doesn't have any bearing in this.
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1                  I did have -- I said these were kind
2      of scattered depending on what I heard yesterday.
3                  There was some concern over
4      Ms. Sizemore's repeated references to protecting
5      Blue Cross policyholders.  I realize that is her
6      job to protect the policyholders within the
7      Department of Insurance.  That is her particular
8      job.
9                  But I do believe that the

10      Department's broader concern has to include the
11      interests of the broader community, and in this
12      case that's the State of Delaware.  So I hope the
13      report would reflect more than just protecting
14      the interests of policyholders, but protecting
15      the broader interests of Delaware, and that
16      concerns the reserves and the fact that they did
17      not pay state taxes over these many years.  That
18      goes beyond the policyholders.
19                  I know at the time that we worked
20      with the coalition, there were some who felt very
21      strongly that this money should just come back to
22      current policyholders.  Well, just because you're
23      not a current policyholder doesn't mean that you
24      weren't one 15 years ago, 20 years ago so over
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1      time it builds up, nor does it reflect the
2      broader interests of Delaware citizens.
3                  There's been considerable angst
4      expressed over, and this is in the press again,
5      over the thought that Blue Cross's reserves might
6      be used by Highmark in Pennsylvania, and there
7      was a reference made yesterday that the money
8      that the AG's office has suggested should be set
9      aside in a foundation would not necessarily have

10      to come all from Delaware Blue Cross reserves,
11      but some of them might come from Pennsylvania.
12      If I were a Pennsylvanian, I would certainly
13      question that.  It does not seem to me that it
14      falls within the common law doctrines of
15      charitable trusts that any money from Highmark
16      should come into any kind of foundation to
17      Delaware.  It seems to me that would be a basic
18      error in looking at the common law things.  I am
19      not an attorney.
20                  I also served as a public member on
21      the task force that was referred to yesterday
22      which was created by senate resolution and looked
23      broadly at the adequacy of the Delaware law of
24      the current statute regarding health service
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1      corporations.
2                  And the conclusion of that task force
3      was that there was no further work needed on the
4      statute; that it was adequate.  But the
5      discussion did result in Blue Cross setting up a
6      healthcare foundation within the Delaware
7      Community Foundation.  And I would hope that this
8      commitment could be part of the ultimate
9      agreement if the affiliation is approved, though

10      not necessarily as a condition, and I don't know
11      how you can wiggle around it legally, but it
12      seems to me that that should be part of the
13      overall agreement, but not necessarily as a
14      condition.
15                  I was also a long-time member of the
16      DHIN board representing consumers, and I have to
17      say that Blue Cross has been heavily and
18      intimately involved in this since the beginning
19      of the DHIN, including financial support.
20                  And my question is:  Will this
21      affiliation jeopardize the continuing financial
22      commitment of Blue Cross of Delaware to the DHIN
23      organization?  And I don't know that anybody can
24      answer that, but I think it ought to be addressed
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1      in whatever -- if their affiliation is approved.
2                  Thank you very much.
3                  THE HEARING OFFICER:  Thank you.  You
4      were obviously listening very attentively
5      yesterday, and I appreciate your comments.
6                  Just tell me what DHIN is.
7                  MS. HASSE:  Delaware Health
8      Information Network.  And we would hope that
9      everybody in Delaware knows what it is by now.

10      But obviously, we have a ways to go.
11                  THE HEARING OFFICER:  Mr. McCarthy?
12                  MR. McCARTHY:  That's me.
13                  Good morning, Your Honor.  I don't
14      have any intent to speak.  I signed what I
15      thought was an attendance sheet.
16                  THE HEARING OFFICER:  I just saw your
17      name on here.  We wanted to give you an
18      opportunity if that was your intent was to speak.
19      Thank you.
20                  Mitch Crane.
21                  MR. CRANE:  Good morning.
22                  THE HEARING OFFICER:  Good morning.
23                  MR. CRANE:  It's like a fantasy to be
24      appearing in front of you since I'm a licensed
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1      Pennsylvania attorney, but a great opportunity,
2      thank you.
3                  My name is Mitch Crane, and I am the
4      former regulatory specialist of the Insurance
5      Department under Commissioner Denn and
6      Commissioner Stewart, and I also served until
7      January of this year for two years as acting
8      director of consumer services.
9                  I come in the capacity of having

10      dealt with consumer complaints, as well as
11      regulatory matters for that four years.
12                  I would like to say, first of all,
13      looking around the room at the brilliant legal
14      minds here, I hope you didn't take the same vein
15      because we would certainly be in trouble if
16      something had happened.  There are a great many
17      fine attorneys here.  They're good people, they
18      are brilliant people, and I also have great
19      respect for the people who I work with in Blue
20      Cross Blue Shield of Delaware.
21                  I'm not here to deal with any of
22      those issues, but to deal with the subject that's
23      before us.
24                  Having been a trial lawyer for
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1      33 years, I learned early on by making mistakes,
2      obviously, that the first thing you need to do is
3      to look at the other side's arguments to try to
4      determine what logic there is, and then once you
5      understand their argument and their logic, even
6      if you do not agree with it, you can deal with
7      the issue.
8                  I have been looking carefully at the
9      logic behind this proposed merger.  Having been

10      to Pittsburgh twice for extensive training since
11      the spring, I can obviously see the need for
12      Highmark to affiliate with Blue Cross Blue Shield
13      of Delaware.  Every time I was in Pittsburgh,
14      there was something in the Post Gazette or
15      another newspaper about Highmark's issues with
16      the University of Pittsburgh Medical Center.
17      It's very difficult for an insurance company to
18      not be able to send its insured to a major
19      provider in the city.  And with University of
20      Pittsburgh Medical Center having its own health
21      insurance plan, they did not want to work out
22      some sort of convenient affiliation, continued
23      affiliation with Highmark.
24                  Highmark then turned around and found
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1      West Allegheny Medical Center, which certainly
2      was looking for help.  In the words of that
3      newspaper, "a failing medical system that was
4      near bankruptcy."  And it was, therefore,
5      attractive to Highmark to enter into an agreement
6      to take over, pay off their debts, etcetera.
7                  That makes sense to Highmark that
8      they would need to affiliate with Blue Cross Blue
9      Shield of Delaware and maybe have access to the

10      reserves which is at issue before us today.
11                  However, I am having a hard time
12      finding the logic for Blue Cross Blue Shield of
13      Delaware to merge with Highmark.  As certainly
14      you know and everyone here knows that Blue Cross
15      Blue Shield of Delaware is an essential provider
16      of health insurance to Delaware.
17                  I would say it's the most essential
18      provider.  It insures more Delawareans than every
19      other health insurance company in this state
20      combined.
21                  It also operates as a third-party
22      administrator for most of the self-insured
23      entities in the state including the State of
24      Delaware.  It has the unique position in this
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1      state and, therefore, anything that would affect
2      its control or future solvency has to be
3      scrutinized more than any other company's
4      proposed affiliations.
5                  Blue Cross Blue Shield of Delaware is
6      a health services corporation as defined by
7      Chapter 63 of the Insurance Code.  It's the only
8      one.  And my friends in the legislature, who have
9      been there a long time, tell me that Chapter 63

10      was specifically created for Blue Cross Blue
11      Shield of Delaware.
12                  As the only health services
13      corporation, it is not-for-profit.  The only one.
14      It doesn't pay premium taxes to the State of
15      Delaware or to the insurance department.  The
16      only one.  Therefore, what happens to it and its
17      reserves, again, requires extra scrutiny.
18                  Section 6311(b) of the Code requires
19      that the Commissioner protect the reserves.
20                  Chapter 50 governs mergers and
21      acquisitions.  My interpretation of it is that
22      the acquisition, affiliation, merger must be
23      approved unless certain conditions are found to
24      exist.
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1                  Section 5003(f), and I'm going to do
2      this backwards, but this is the one I consider
3      most important, it could be disapproved if the
4      acquisition is likely to be hazardous or
5      prejudicial for the insurance-buying public.
6                  And subsection(d) says if the plans
7      are unfair and unreasonable to the policyholders
8      of the insurer and not in the public interest.
9                  The proposed affiliation that's

10      before you for recommendation to the Insurance
11      Commissioner is unfair.  It is unreasonable.  It
12      is hazardous to the aforementioned public and to
13      the public policyholders.
14                  From what I read, and I did look at
15      the exhibits as best I could online, and I really
16      commend the Department for posting them.  I
17      couldn't get through all the redactions.  I
18      tried.  But my whiteout didn't counter the
19      blackout.
20                  Blue Cross Blue Shield of Delaware
21      claims that it must affiliate to upgrade its
22      computer systems.  I have been hearing that
23      argument and that claim since I came to this
24      department in early 2007.
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1                  As a matter of fact, in 2007 in this
2      very room, some of the same people were here, a
3      hearing was held by Commissioner Denn against
4      Blue Cross Blue Shield of Delaware for a failure
5      to abide by Delaware law requiring it pay claims
6      within 30 days.  There had been an examination; a
7      hearing was held.
8                  My recollection of that hearing is
9      that the then-vice president of Blue Cross Blue

10      Shield of Delaware, Mr. English, testified that
11      the reason why they could not comply with the
12      requirements to pay clean claims in a timely
13      fashion was the need to upgrade its computer
14      system.
15                  I then asked him how much it would
16      cost to upgrade that system, and his response was
17      $17 million.  I asked him if it was too much
18      money.  He chuckled and said, "No."  That
19      $17 million needed to upgrade in 2007 was
20      comparable to the amount of money that was then
21      in Blue Cross Blue Shield of Delaware's reserves.
22                  Since proposing this affiliation,
23      every time I read something on the record or in
24      the newspaper about the cost to upgrade the
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1      computer system, the amount seems to rise
2      proportionately to the rise in the reserves in
3      the company.  That's very suspect to me.  To me,
4      it's like making an estimate of your income on a
5      mortgage application in order to get the mortgage
6      and then making a different report to the IRS.
7                  The cost seems to continue to go up.
8      It makes no sense to me.  The reserves continue
9      to go up.  That makes no sense to me.

10                  A year and a half ago during the
11      financial crisis Commissioner Stewart issued an
12      emergency regulations to allow life insurance
13      companies to reduce their reserves significantly
14      because her job was to guarantee solvency and
15      that would affect it.  There's no logic behind
16      Blue Cross Blue Shield's reserves being so large
17      unless you look behind its status.
18                  Reserves are basically profit, and
19      because it's a not-for-profit company, it can't
20      declare a profit.  It has options.  It can return
21      money that it doesn't need to the policyholders.
22      It could also use that money in the reserves to
23      purchase needed equipment.  Or it could reduce
24      its premiums.
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1                  As a matter of fact, because these
2      reserves are so high, every Blue Cross Blue
3      Shield of Delaware rate increase that's been
4      requested since the Commissioner had the
5      authority to approve or deny has been granted
6      because those monies are off that balance sheet.
7                  Looking at the reserves and looking
8      at the cost to upgrade this computer system, even
9      at the highest estimate, there is sufficient

10      money in the reserves to upgrade the computer
11      systems and still have reserves more than
12      necessary to meet not only the minimum NAIC
13      standards, but also the standards of Blue Cross
14      Blue Shield.
15                  Therefore, the proposed affiliation
16      is illogical from the point of view of Blue Cross
17      Blue Shield of Delaware and the people of this
18      state.  If the need is to purchase computer
19      systems, the money is there.  Why give up partial
20      control for the sake of buying something, renting
21      something that you have the money to do yourself?
22                  I read the testimony of Ms. Sizemore,
23      who I have a great deal of respect for, and in
24      her recommendations relative to this in
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1      addressing all the legitimate issues, she said it
2      is the understanding of, it is the intention of,
3      they shall use most reasonable efforts to do all
4      the things that are available to the Department
5      to guarantee the jobs, make sure that control
6      stays here.
7                  That isn't sufficient because we have
8      a history in this country and in this state of
9      companies affiliating, merging, and saying we

10      will do all these things to protect the interests
11      of the people of Delaware, and a year or two or
12      three years later what people feared comes to
13      pass.
14                  This affiliation could result in a
15      loss of Delaware control of what is now a
16      Delaware-domiciled and regulated not-for-profit
17      health services corporation.  We don't need to
18      lose control eventually to the state of
19      Pennsylvania which will be to the detriment of
20      the people of this state.
21                  This affiliation is not necessary to
22      allow Blue Cross Blue Shield of Delaware to
23      compete.  It has no real competition.
24                  All the other players together have
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1      less business than this company does.  The
2      nearest player has maybe 10 percent of the
3      market.  They talk about Aetna, which has reduced
4      its presence in Delaware, Coventry which has a
5      hard time keeping a CEO and growing in Delaware,
6      and United Healthcare whose primary business is
7      Medicare supplement.  Not the same type of
8      competition.
9                  If you are a nonprofit and you don't

10      pay premium taxes, how do you worry about
11      competition that has to pay premium taxes?  If
12      they were growing in the market and Blue Cross's
13      share was decreasing, we should be concerned.
14      It's not happening.
15                  We also talk about the necessity --
16      and I'm almost finished -- we also talk about the
17      necessity of dealing with the upcoming federal
18      health reform, which may very well never be.  The
19      Supreme Court will decide within the next year
20      that future.  So anticipation of something that
21      may never happen is no reason to take the chance
22      of losing control.
23                  This affiliation jeopardizes the
24      financial stability of Blue Cross.  It's unfair
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1      and unreasonable to policyholders, and it is not
2      in the public interest.
3                  I thank you.
4                  THE HEARING OFFICER:  Thank you very
5      much, Mr. Crane.
6                  Mr. White?
7                  MR. WHITE:  Thank you.  Good morning,
8      all.  Good morning, Your Honor.
9                  THE HEARING OFFICER:  Good morning.

10                  MR. WHITE:  Thanks for the
11      opportunity to allowing me to speak.  I'm Vincent
12      White.  I'm coming to you as a private citizen
13      and concerned.
14                  I'm here to offer testimony,
15      Your Honor, as to why the proposed affiliation
16      between Blue Cross Blue Shield and Highmark
17      should not be allowed to occur.
18                  Upon learning of the proposed
19      affiliation, I had hoped that the Department of
20      Insurance, under the direction of the Insurance
21      Commissioner Karen Weldin Stewart, would conduct
22      a more transparent and thorough review of the
23      affiliation with an eye towards protecting the
24      consumer, small businesses, and physicians to
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1      ensure that this new entity, if allowed, would
2      serve its charitable mission and conform to
3      antitrust laws.
4                  But instead I'm left with an
5      Insurance Commissioner who has repeatedly shown a
6      bias toward the industry, and an unwillingness to
7      consider the concerns of the consumer regarding
8      this matter.
9                  As a result, the allowance of the

10      last-minute redacted pro forma filings by Blue
11      Cross Blue Shield and Highmark, these proceedings
12      to determine whether or not the affiliation
13      should proceed, to me, in my opinion, has the
14      transparency of an iron curtain.
15                  I argue that the affiliation, should
16      it be permitted, would represent less competition
17      in the marketplace.
18                  If Highmark was true to its word
19      about wanting to reduce costs, it would have
20      entered the Delaware market as a competitor and
21      not as a suitor.  The proposed affiliation will
22      not lead to a reduction of health costs to the
23      Delaware consumer whom have been continuously
24      socked with annual rate increases.
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1                  If the affiliation is approved, the
2      prospects for real competition among health
3      insurance providers in Delaware will all but
4      disappear.
5                  It is no different when big
6      corporations say that they need to offshore their
7      IT or customer service departments to stay
8      competitive, and then the executives get millions
9      of dollars in bonuses.  We have seen this motive

10      before.  Less competition in the marketplace is
11      seldom, if ever, beneficial to the consumer.
12                  It is my opinion that the affiliation
13      will not reduce Delawareans' policy rates one
14      thin dime.  I'm at a loss to remember any recent
15      affiliation in any industry that resulted in
16      reduced costs.
17                  I would suspect that one of the
18      primary reasons for Highmark's decision to merge
19      with Blue Cross Blue Shield of Delaware is the
20      high premiums paid by Delaware consumers.  Greed
21      begets greed.
22                  When companies merge, it's almost
23      always to save their own costs or to gain power
24      in the marketplace and raise prices.  Any savings
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1      resulting from this increase in scale will likely
2      end up as increased compensation for management
3      who will justify that based on the larger
4      customer base.
5                  From the beginning, it was difficult
6      to figure out who really benefits from this
7      proposed affiliation.  The one certainty is that
8      Delaware consumers, and eventually the primary
9      care doctors, will suffer due to limited health

10      options and restricted reimbursement schedules.
11                  According to a recent article in the
12      Pittsburgh Tribune Review, Highmark, the
13      not-for-profit insurer of last resort for 28,790
14      west Pennsylvanians who do not receive insurance
15      through their employers or can't get health
16      insurance from other providers because of their
17      medical conditions, are facing a 9.9 percent hike
18      in the monthly rates under plans submitted by
19      Highmark to PA state regulators.
20                  In addition, an article in the
21      Pittsburgh Post Gazette dated 8/1/10 reported
22      that Highmark threatened to pull out of the state
23      of Pennsylvania's adult basic health insurance
24      which are offers low-cost health insurance to
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1      low-income working families and planned to
2      transfer those families to a more expensive plan.
3                  Highmark cited the increases are
4      necessary because health costs continue to
5      increase and members in those plans use more
6      services.  For a company with more than 4 billion
7      in cash reserves, the increase is unbelievable
8      and unjustified.
9                  Which begs me to say:  Will

10      Delawareans enrolled under Blue Cross Blue
11      Shield's CHIP program, CHIP and CHAP programs
12      suffer the same fate?  Will this new entity
13      balance their profits on the back of those least
14      able to pay?
15                  It is truly frightening, Your Honor,
16      to ask the working poor to reach into their
17      pockets to absorb these types of increases.  One
18      has to wonder if the real reason behind the
19      increase is for Highmark to rid itself of the
20      less financially affluent customer.
21                  All of this from a company who plans
22      to spend or spent $475 million to acquire West
23      Penn Health System, a hospital that is projected
24      to lose $90 million this year.
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1                  I would like to ask how is it
2      possible for Highmark to need more money when
3      they can afford to purchase a hospital system and
4      a Delaware insurance company.
5                  But the insurance department has made
6      it clear that I do not have the right to answer
7      those questions.  They have done this by not
8      allowing rate payors to be a party to these
9      proceedings.

10                  Instead, Commissioner Stewart would
11      rather rely on consulting firms and actuaries
12      paid by the very insurance companies that they're
13      supposed to give an objective opinion about.
14                  As an ethics commissioner and
15      instructor, the appearance of wrongdoing
16      sometimes outweighs the actual wrongdoing.
17      Unlike proposed utility companies, Your Honor,
18      that are asked to raise rates, there will be no
19      public testimony when this matter is over as to
20      why, no written decision as to why this
21      affiliation will be allowed to occur.
22                  But, fortunately, I think I know the
23      answer to that question.  Highmark, in my
24      opinion, is no longer a health insurer.  It has

Page 645

1      become an acquirer, an integrated and finance
2      system organization and, as such, needs to feed
3      its capital appetite.
4                  I think this has been proven in a
5      memo dated May 17th, 2001, re:  Blue Cross Blue
6      Shield Delaware's risk capital based reserves
7      which state:  "The affiliation with Highmark will
8      provide Blue Cross Blue Shield with access to
9      Highmark's systems capabilities and enhanced

10      products at services at a much lower cost," in
11      parentheses it's got $17 million.  Then Blue
12      Cross Blue Shield could do it on its own.  Thus,
13      Highmark and Blue Cross are not becoming
14      affiliated partners as much as Blue Cross is
15      becoming a profit center for Highmark.
16                  One of the reasons I feel for the
17      proposed affiliation is that Highmark is seeking
18      to recover billions of dollars in investments
19      from West Penn Allegheny and is more willing to
20      do that on the backs of Delaware's consumer via
21      access to Blue Cross Blue Shield's $180 million
22      in surplus.
23                  As proof, when Attorney General Beau
24      Biden ordered profits earned by Blue Cross Blue
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1      Shield be placed in the Delaware foundation,
2      Highmark threatened to pull out.
3                  One thing we have learned from this
4      merger is that the present Blue Cross Blue Shield
5      management team gives the appearance of being
6      self-serving and incompetent.
7                  Since the last failed merger, they
8      have pushed through unwarranted and unjustified
9      premium hikes to create a reserve fund ten times

10      the state regulatory norm and three times the
11      minimum set by the national Blue Cross Blue
12      Shield Association.
13                  Reserves that high are unnecessary
14      unless you are trying to make yourself an
15      attractive partner for an acquirer and integrated
16      delivery finance system organization disguised as
17      a health insurer.  The lamb has been slaughtered.
18                  Also, it was reported that four or
19      five years it was the testimony that 17 million
20      would have upgraded the system.  Now we're told
21      it would take $150 million.
22                  To appreciate how bloated and
23      exaggerated that number must be, 150 million
24      works out to be approximately $400 per
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1      subscriber.
2                  Furthermore, in a report conducted by
3      a consulting firm who was hired to evaluate and
4      advise on this merger, it was learned that Blue
5      Cross Blue Shield made no capital improvements to
6      its IT system for the past 10 years.  That
7      clearly classifies, in anybody's dictionary, as
8      incompetence.  And I cannot imagine how this
9      hearing or any objective review could have any

10      competence or give any credence to information or
11      projections that they bring to the decision.
12                  Last I want to take this opportunity
13      to formally object to Highmark's reliance on one
14      of the exceptions in the Delaware Freedom of
15      Information Act to shield portions of the
16      company's financial information from public view.
17                  It is my contention that the FOIA
18      exception does not apply here; that this is not
19      about a noisy public or competitors gaining
20      market information or trade secrets.
21                  What we have here is Highmark and
22      Blue Cross asking for regulatory approval that
23      could have a costly and expensive impact on the
24      insured.  Permitting them simply the FOIA
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1      exception potentially allows them to exclude
2      and/or redact information that would be negative
3      to approving this merger.
4                  Just last week the Attorney General
5      found the same exception, Your Honor, by Highmark
6      and accepted by the Insurance Commissioner could
7      not be used to protect financial information and
8      the decision that was made in a procurement
9      context.

10                  The City of Dover and its successful
11      bidder for its solar energy contract cited a FOIA
12      exception in its refusal to provide the firm's
13      financial information that could be relevant to
14      determine whether a contract was properly
15      awarded.
16                  To repeat, merely by citing the
17      exception, Highmark could withhold or redact
18      information.  And if you look at the public
19      record, it has.
20                  It's my understanding that the
21      Insurance Commissioner may have and does have
22      information that has not been made available to
23      the public.  The public should not have to rely
24      on inaccurate review of salient information by
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1      the Department of Insurance and, in particular,
2      in this Insurance Commissioner to reach an
3      objection about approving this merger.
4                  It is my intentions on Monday,
5      Your Honor, to file an objection to the specific
6      exception of the FOIA by Highmark with the
7      Attorney General and ask him to move that this
8      record be held open pending his decision.
9                  Furthermore, I'm requesting,

10      Your Honor, that the Insurance Commissioner
11      Weldin Stewart remove herself from any further
12      deliberations or decision-making activities
13      regarding this proposed affiliation of Highmark
14      and Blue Cross Blue Shield of Delaware.
15                  Ms. Stewart, by her own actions, by
16      having legal counsel for the Department of
17      Insurance aid in the drafting of Senate Bill 146
18      has created a conflict of interest by clearly
19      demonstrating a bias for the approval of this
20      affiliation --
21                  THE HEARING OFFICER:  Wait a minute.
22      Would you repeat that last statement that you
23      made, that by having Insurance Department counsel
24      participate --
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1                  MR. WHITE:  Yes.  I'm sorry.
2                  THE HEARING OFFICER:  I just didn't
3      understand it completely.  Thank you.
4                  MR. WHITE:  You're more than welcome.
5                  In conclusion, I was saying that has
6      created a conflict of interest by clearly
7      demonstrating a bias for the approval of the
8      affiliation prior -- and that's the key word --
9      prior to the completion of the formal public

10      hearing.
11                  Thank you Your Honor for allowing me
12      to testify.
13                  THE HEARING OFFICER:  Thank you for
14      your testimony.  I appreciate it and we will take
15      it under advisement.
16                  MR. WHITE:  Thank you.
17                  THE HEARING OFFICER:  Are there any
18      other individuals in the room?
19                  Dr. Fields?
20                  DR. FIELDS:  Thank you.  My name is
21      Joann Fields.  I'm a local physician and here as
22      a private citizen.
23                  I truly did not intend to speak.  I
24      have had -- I have expressed my opinion in other
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1      forums and I'm very grateful for that
2      opportunity.  But sitting here listening, I felt
3      like I need to respond to the comments that were
4      made by Jim Lafferty and Joann Hasse.
5                  They are right:  The people of
6      Delaware are grateful for the things that Blue
7      Cross has done for us, and a few of those things
8      are the commitment to the Delaware Community
9      Foundation, the commitment to the Delaware Health

10      Information Network, and the commitment to the
11      Mental Health Association, and those are all
12      great things and we're very grateful for that.
13                  The problem is there's no written
14      commitment to continue that.  There's no teeth in
15      the law.  There's no teeth in the proposal to
16      make sure that those things continue.  And by
17      Blue Cross's own admission, they cannot make a
18      written commitment to continue those things.
19                  And the people of Delaware should not
20      be at the mercy of a large corporation's charity
21      and philanthropic largess.  We need more teeth in
22      this proposal.  We need more teeth in the law to
23      protect our interests.
24                  As Attorney General Biden even said,
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1      the language here is less than robust.  I support
2      the Department of Justice's proposal to have a
3      foundation set aside and funded with at least
4      $45 million.
5                  Thank you.
6                  THE HEARING OFFICER:  Thank you,
7      Dr. Fields.
8                  Has anyone else been moved to speak?
9                  (No response.)

10                  THE HEARING OFFICER:  Then I thank
11      you all for your comments.  And as I said, they
12      will be part of the record and I will review them
13      in making my recommendations and findings which
14      will be passed on to the Commissioner.
15                  Do we have anything further, counsel?
16      Anything further to bring before the Hearing
17      Officer?
18                  MR. HOUGHTON:  None, Your Honor.
19                  THE HEARING OFFICER:  Then these
20      hearings are adjourned.  I thank you, all of you,
21      for your time and your patience.
22                  (Hearing adjourned at 9:45 a.m.)
23                        -  -  -  -  -
24
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